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FINANCIAL HIGHLIGHTS

2001 2000
Per share amounts: -
Net earnings - diluted $ 298 § .04
Book value 22.16 19.61
Market price as
of December 31 19.75 2219
Price range
High 22.25 2231
Low 15.80 1225
Amounts in millions:
Revenues $1,2716 S 9355
Net earnings 48.7 0.6
Total assets 6779 563.4
Stockholders” equity 3945 295.1
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ABOUT THE COVER

Stewart is growing value for customers and shareholders through
activities in its various businesses, including title insurance,
escrow and closings, outsource lender services, information and

technology for the real estate and mortgage industries.




ABOUT THE COMPANY

tional markets. Stewart delivers services required by the real estate and mortgage industries for settlement using

e-commerce ~ including title reports, flood determinations, property appraisals, surveys, document preparation,
property reports and background checks. Stewart is the hub of a transacticn from opening of escrow: coordinating
the seller, buyer, lender, real estate agents, attorneys, and other settiement service providers to bring together afl
aspects of the closing. Stewart alse provides post-closing services to lenders, automated land records for county

clerks, geographic information services for governmental entities, and expertise in tax-deferred exchanges.
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LETTER TO SHAREHOLDERS

With the focus on growing value for our customers and shareholders, Stewart posted record
fimancial results in 2001. The outlock for real estate sales and construction is positive for 2002.
A sound balance sheet, conservative financial management, innovative technology and strategic
acquisitions in high growth markets enhance our ability to grow market share and increase

shareholder value.

Growing value for our customers and shareholders is our ongoing goal — which we achieved in 2001.
Stewart’s achievements and value were recognized by the financial community with our inclusion in
Standard & Poor’s SmallCap 600 Index in October 2001 and on Forbes Platinum 400 list of America’s best
performing big companies. We topped the entire insurance category with the best five-year compounded
annual earnings per share growth rate.

Financial Summary 2001 was a year of record financial results. Revenues reached $1.3 billion and
earnings totaled $48.7 million. We completed a successful follow-on equity stock offering in August,
selling 2.5 million shares. This generated $45 million of net proceeds that were used to strengthen our
balance sheet and provide the financial flexibility to increase market share through strategic acquisitions
of title agencies.

We intend to continue to grow profits and increase return on equity. From an investment perspective,
it’s important that our results represent real earnings from real assets. We encourage shareholders and
prospective investors to evaluate our company based on a sound balance sheet, conservative financial
management and impressive growth. We grew our national market share in title insurance to an estimated
11 percent in 2001.

The focus on acquisitions this past year and in the future is on strategically located title agencies in

markets with high growth potential. Our return on acquisitions adds shareholder value. Key acquisitions in

2001 included title agents in Puerto Rico, Florida, California, Washington, Texas and Tennessee.
Technology Stewart’s technology, facilitating transactions from the courthouse to the closing office to
the customer’s office, has set the pace for innovation in the industry. This year, Stewart introduced
Titlelogix.com™, the industry’s first underwriter-sponsored Application Service Provider (ASP), which will
contribute to our future bottom line by accelerating innovation and increasing productivity while reducing

average per-office technology expenses.
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Malcolm S. Morris | Stewart Morris, Jr.
on the floor of the

New York Stock

| with new Stewart logo

at Houston corporate

Exchange. : headquarters.

Stewart was the exclusive sponsor of the National Association of Realtors” Technology Learning
Center, held at NAR’s Annual Conference & Expo. Thousands of Realtors” participated in the courses we
offered to further their productivity and professionalism. Stewart’s educational initiative was well received
by the real estate community.

Outlock In a national economy rocked by the tragedy of September 11, real estate continues to
produce impressive sales and construction levels. The outlook for our core market, real estate sales and
construction, is positive for 2002. Although Fannie Mae is forecasting a 19 percent decline in one-to-four
family lending for 2002, their projections are based primarily on a reduction in refinance activity. While
interest rates will continue to fluctuate, we remain confident in our ability to manage costs, continue to
grow market share and increase shareholder value in all market conditions. Our ever-growing global foot-
print will be a key contributor to our continued success, as evidenced by our accomplishments in Canada,
the U.K. and by the opening of the first licensed title insurance underwriter in Mexico.

Finally, the intellectual assets at Stewart — our associates — represent a great storehouse of value. We
value our growing global team of talent, who represent the best in the industry, and acknowledge with

gratitude their phenomenal performance this past year.

Htatrn S Pic> )

Malcolm S. Morris Stewart Morris, Jr.
Chaijrman of the Board and President and
Co-Chief Executive Officer Co-Chief Executive Officer

February 13, 2002
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In 2 world where the United States is admired, our free market system of real estate
ownership gives millions of individuals, families and business owners a “wealth effect” of
equity. It supplies our economy with financial energy, providing an example for the worid to
emulate. In a werld where the U.S. is scorned, a symbol of that system - the World Trade
Center towers — was as much a target as was a symbol of military might - the Pentagon.
Stewart has a pivotal role in the free market system, growing value throughout each step of
the real estate transaction. For homebuyers, Stewart title insurance offers protection to
owners and lenders against defects in legal ownership while Stewart agents seamiessly
manage transactions through closing. To commercial property owners, Stewart underwriting
is often the key to “getting the deal done” safely. To lenders, Stewart provides services to
originate and close transactions, and grows the vaiue of loan portfolics. At the courthouse,
Stewart technology brings public records current, as it updates title data to ensure accuracy

for the next seller, buyer and lender.
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A “Stewart has been so supportive since the
acquisition,” said Mark Pillette, county man-
ager, Stewart Title of Western Washington.

“They just couldn’t be any better”

Title insurance makes property maore

marketable, adding velue to residential

and commercial real estale. Life, property and casualty, health and fire insurance are better
understood than title insurance. They shield against future disasters and are known for payments to
policyholders in high loss events. On the other hand, the title insurance process is designed to reduce and
eliminate risk while insuring against loss of value due to such matters as forged deeds, undisclosed heirs,
fraud and liens against a property. For a one-time premium, title insurance provides protection against
risks that would otherwise endanger the American real estate economy.

Title agents also work to fix title problems before they issue a policy. A study in 2000 by the American
Land Title Association (ALTA) revealed that one out of every four residential transactions requires “curative
action” to resolve problems prior to closing. The curative actions translate into claims prevention on a
large scale. A good family doctor treats high blood pressure, bad cholesterol, recommends exercise, and
does not wait to treat a patient until there is a heart attack. Similarly, the integrity of the nation’s public

land records and the real estate market overall are dependent on the work of the title insurance industry.

6 Stewart information Services Corporation




v “We do each job right the first

time - on time,” said Jacqué Castle,
president of Acquire Corp., Destin, Fla.
“We've had very positive feedback

about our service”

Title insurance primarily protects two parties in a transaction. The lender’s policy protects the mort-
gage lender, assuring its lien validity and priority on the property. To be competitive, a mortgage loan must
have title insurance to be securitized and sold on the secondary market. The owner’s policy provides
homebuyers the assurance that their title is protected against other interests in the property. Depending on
custom and state law where the property is located, there may be an additional premium for an owner’s
policy, a simultaneous issue charge for the lender’s coverage, or a split of settlement costs between buyer
and seller for the lender’s or owner’s policy.

While the primary purpose and underlying cost of the title insurance process is risk avoidance, title
claims are still a fact of life. For a one-time payment, the title insurance underwriter defends the insured’s
title against challenges based on covered risks. The U.S. title insurance industry resolved claims in excess of

$350 million for its policyholders in the year 2000, according to the ALTA study.
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Stewart provides e-marketing tools for real

estate professionals, including transaction

mama}gemcem SErVICES. Transaction management is & Web-based service enabling home
sellers and buyers, real estate agents, lenders, home builders, titie companies and settlement service
providers to order services, communicate, and share infermation and documents about home sales
transactions over the Internet. Through the private labe! SureClose® platform, Stewart provides transac-
tion coordination or transaction management through the local title agent, depending on customer

needs. The platform will also integrate with AIM® for Windows® title production software, aliowing for

seamiess, contract-to-closing service.
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< “SureClose transaction coordination
assists a real estate agent, eliminating
the need to hire an assistant,” said
Natalie Koonce, RealtyAssist coordinator,

Colorado Springs.

Stewart affiliates and independent
agents provide supericr service, backed
by professionalism and experience. Stewart is a stable, solid and progressive underwriter

and provider of escrow and closing services in an industry that has seen many mergers, acquisitions
and start-ups. What differentiates Stewart from its competitors — in addition to its financial strength —
is the level of professionalism and expertise within its agency network. Stewart is a “national local”
company with nearly 6,000 issuing offices in the United States and several international markets. The
local affiliates and independent agents are usually the contact point for our local customers — including
real estate agents, commercial brokers, lenders, builders, attorneys, and buyers and sellers of residential
and commercial properties — and the key to Stewart’s long-term success. The superior service they pro-
vide is backed by the Stewart arsenal of technology, which includes the Titlelogix.com Application
Service Provider (ASP), a first among underwriters, as well as SureClose transaction manager, RealEC™
for e-commerce, and more. These tools enable our agents and affiliates to compete locally with high

productivity and connectivity to their clients.
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DeepGreensv Bank and Stewart
Mortgage Information (SMI)

partner to simplify and automate the

morlgage ProCeSS. Located at www.deepgreen-
bank.com, the bank serves f&s customers 24 hours a day, seven
days a week, conducting business throughout the U.S. entirely
over the internet. DeepGreen automated its equity lending
process of securing title information, property values and flood
status by integrating its technology withh SMI’s, using RealEC
to transmit orders, status and completed products. SMi returns
85 percent of flood determinations within 60 seconds and
automated property values within 100 seconds. As a result,
customers secure loan approvals in less than two minutes and

home equity lines up to $25,000 in less than 20 minutes.
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<The Data Center operations
team monitors the Stewart
Local Area Network (LAN)
and Wide Area Network
(WAN) nationwide through the

Network Operations Center.

¥ SMI Flood Determination
Services’ highly skilled
technicians have created its
digitized database of 130 mil-
lion properties to automate

85 percent of flood requests.

2001 Annual Report

1




Titlelogix.com is the Stewart Application

Sewice Provider (ASP) solulion, first

among underwrilers.  An ASP hosts, manages and delivers integrated applications to

users from an off-site, centralized location. Applications are accessed via the Internet or a dedicated
connection rather than being installed and maintained on a server at individual offices. Stewart launched
Titlelogix.com in 2001 as the ASP solution for the title industry, allowing offices to improve accuracy and
turn-time, while decreasing costs. The infrastructure is housed in the new Stewart Data Center, a fully
redundant, secure facility offering highly available systems and reliable support. Titlelogix.com offers
Landata title production products as well as various Microsoft® and other business applications. As it
adapts to meet the needs of its expanding customer base, Titlelogix.com will offer additional title office
automation applications and bundled information technology (IT) services such as business resumption

planning and network services.
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v “Our Regional Automation

Team provides close service

and support to local agents for
the title production software,”
said Brian Fullerton, Stewart

Title Guaranty Company.

Stewart subsidiary Landata Systems developed Titlelogix.com and provides support for the ASP.
Landata also continues to enhance its flagship AIM title production software, which it markets to the title
and escrow industry. The marketing and support effort is facilitated by a network of Region Automation
Teams throughout the country. For instance, Stewart Title Guaranty Company’s Region H covers 16 north-
eastern states and the District of Columbia. “Our Automation Team is a true extension of our Agency
Department,” said Brian Fullerton, Region H group automation president, Towson, Md. “We have a close
relationship with the agents to provide service and support for Landata automation products. In addition,
with our development function, we can focus our technology and customize the products specific to state

or agent needs.”
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Stewart Title Guaranty de Mexico is the first title insur-
ance underwriter licensed to issue policies in Mexico.
Stewart Title Guaranly de Mexico, S.A. de C.V. opened in Mexico City in December 20071.
“Purchasers of homes, land, offices and industrial properties all benefit from this protection,”
said Jaime Ysita, president. Title insurance is now available to Mexican citizens and non-
Mexican nationals who purchase property in Mexico. This facilitates movement of foreign
capital into the nation as banks and other financial entities require title insurance for
mortgage securitization. Stewart’s international presence also continues to grow in Canada,

the U.K., the Caribbean and Central Europe.
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< Vice President Hector F. Barraza

and President Jaime Ysita lead

Stewart Title Guaranty de Mexico, S.A.
de C.V, the first licensed title insur-

ance underwriter in Mexico.

Landata technology brings efficiency,

accuracy and online access to public

records at the county courthous®.  Every business day in more than 3,000 county court-
houses across the nation life events are filed for public record: births, deaths, marriages, home sales, law-
suits and liens. The county recorder or clerk is entrusted to cost-effectively store, maintain and update
these records and to make them available for public access.

Landata addresses this challenge with document management and recordation solutions for the county
courthouse, providing support for cashiering, indexing and imaging of real property records. The LAND-
SCAN® solution includes data warehousing, disaster recovery, e-commerce opportunities and electronic fil-
ing in a tightly integrated package addressing critical needs of the clerk/recorder. These solutions also ben-
efit Stewart through regularly scheduled direct downloads from a county clerk, providing up-to-date pub-
lic records information to a title plant and greatly reducing posting costs. In addition, standardizing data

input between the clerk and the title plant facilitates search and verification of public records via the

Internet. Finally, electronic filing provides the vehicle for true “paperless” recording, compressing the filing

process and reducing data archiving costs.
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4 « Viewing the Washington, D.C.
ko IF i 1177177 LANDSCAN installation are

Recorder of Deeds Larry Todd,

Deputy Recorder John Mowery,

Landata's Steve Sexauer and
s ’ ‘ Director of Real Property Tax

g Administration Dr. Henry Riley.

e~

Landata provides document management and recordation solutions to 425 customer sites or counties
in 28 states including Florida, Arkansas and Texas, as well as in Washington, D.C. and the Virgin Islands.
The Washington, D.C. Recorder of Deeds office is a showcase LANDSCAN installation, having implemented
the entire suite of Landata products and services. The first electronic filing utilizing the LANDSCAN system
was completed by the Washington, D.C. Recorder on August 24, 2001. The filing was a Uniform
Commercial Code (UCC) document. The filer registered on the Landata Web site, electronically completed
the UCC form, and paid the filing fee using an online-authenticated credit card, which transferred funds
electronically to the Recorder’s bank account. The electronic document was sent across a secure Internet
link and processed at an electronic filing workstation. “There was no human interaction or paper generated
as part of this process,” said Steve Sexauer, region IT manager/director of Internet services for Landata.
“The electronic filing was seamlessly integrated into the existing recordation system in the Recorder of

Deeds office.”

Stewart’s role in enabling more accurate public records brings the real estate transaction full circle:

keeping real estate marketable by protecting the title. Growing value is our number one goal.

16 Stewart Information Services Corporation




2001 FINANCIALS

Selected Financial Data ... 18
Management Discussion and Analysis ..........ccocovenieeinnnncrninnnincnnes 19
Independent Auditors’ REPOIT .......c.ocvvvvcnniiiniiscrcr e e 21
FINancial SEALEMENLS .........cocoivviiviiririees et eseans 22

FORWARD-LOOKING STATEMENTS

All statements included in this report, other than statements of historical facts, addressing activities, events or developments that we expect or anticipate will
or may occur in the future, are forward-looking statements. Such forward-looking statements are subject to risks and uncertainties including, among other
things, changes in mortgage interest rates, employment levels, actions of competitors, changes in real estate markets, general economic conditions, legisla-
tion (primarily legislation related to title insurance) and other risks and uncertainties discussed in our filings with the Securities and Exchange Commission.
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SELECTED FINANCIAL DATA
(Ten year summary)
2001 2000 1999 1998 1997 1996 1995 1994 1993 1992
In millions of dollars
TOtal FEVENUES.......vovreeceereeeee s 1,271.6 9355 1,0713 9688 7089 6560 5346 6111 6836 5407
Title segment:
Operating revenues ..............c.coo..ovne.. 1,1854 8639 9937 899.7 6573 6094 4960 5995 6729 5303
Investment iNCOME..........coeevererreinnenn. 19.9 19.1 182 185 15.9 M.S 13.6 124 103 103
Investment gains (JOSSES)..........c.cc........ 0.4 0 0.3 0.2 0.4 0.1 1.0 ©.8) 0.4 0.1
TOtal FEVEMUES ....vvvvreeeire e e 1,205.7 8830 10122 9184 G73.6 6240 5106 6111 683.6 5407
Pretax earnings ..........ooooveveeronverieneone. 75.2 5.6 436 732 29.2 225 10.8 138 376 212
REI segment: @
REVENUES ...t 65.9 52.5 59.0 504 353 320 240
Pretax earnings (I0SSES)...........ccoevneveenn. 5.4 ‘4.9 30 3.1 (5.5) 04 ©.D
‘Title 10SS PrOVISIONS .........ccervvecveerniirenon. 51.5 390 442 392 298 338 296 402 586 541
% of title operating revenues................ 4.3 45 44 44 45 5.6 6.0 6.7 87 102
GOOdWill €XPeNnse. .....covvvererienerenene 30 18 1.7 1.2 1.0 0.9 0.6 03 0.2 0.4
NEt €ALNINGS........vrvrererreeereriieerse e, 48.7 0.6 284 470 15.3 14.4 7.0 9.7 237 146
Cash flow from operations........................ 1082 319 579 865 360 383 206 277 543 363
TOLAL ASSELS .....ovoverrreereeiecarensennseseneeanias 6779 5634 5357 4985 4177 3834 3514 3252 3139 2519
Longterm debt.........occovvivvnccinreiieres 7.0 154 6.0 89 114 7.9 7.3 25 3.0 4.2
Stockholders’ equity @............covvvrevcrneinne. 3945 2951 2849 2604 2095 1910 1749 1564 1562 1286
Per share data ®
Average shares - diluted (in millions) ........ 163 15.0 146 142 13.8 135 12.7 12,5 124 122
Net earnings - Basic..........c.ooveveronvrcrnnnon. 3.01 0.04 196 337 112 108 05 078 193 120
Net earnings - diluted.............cccoovvevennee, 2.98 0.04 1.95 332 1.11 1.07 055 0.77 1.90 1.20
Stockholders’ equity @.......ccccocveeirecvennnne 2216 1961 1939 1843 15.17 1417 1368 1259 1269 1055
Market price:
HIgh. o e 2225 2231 3138 3388 1463 1132 1125 1071 1017  7.25
LOW 1ot 1580 1225 1025 14.25 938 982 7.57 719 625 434
Year end ..o 1975 2219 1331 2900 1450 1038 1075 769 1000 684
®Prior ta 1995, segment operations for real estate information services were not reported separately from title operations and were less significant.
PIncludes unrealized gains and losses upon adoption of FAS 115 in 1993.

®Restated for a two-for-one stock split in May 1999 and a three-for-two stock split in April 1994, effected as stock dividends.
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MANAGEMENT DISCUSSION AND ANALYSIS

General. Our primary business is title insurance. We close transactions and issue policies on homes and other real property located in all
50 states, the District of Columbia and several foreign countries through more than 5,800 issuing locations. We also sell electronically
delivered real estate services and information, as well as mapping products and geographic information systems, to domestic and foreign
governments and private entities.

Cur business has two main segments: title and real estate information, or REL These segments are closely related due to the nature of
their operations and common customers. The segments provide services throughout the United States through a network of offices,
including both direct operations and agents. Although we conduct operations in several international markets, at current levels they are
generally immaterial with respect to our consolidated financial results.

Generally, the principal factors that contribute to increases in our operating revenues for our title and REI segments include:

o declining mortgage interest rates, which usually increase home sales and refinancing transactions;

e rising home prices;

° higher premium rates;

e increased market share;

o additional revenues from our new offices; and

o increased revenues from our commercial transactions. Large commercial transactions, although relatively few in number,
typically vield higher premiums.

Critical accounting policies. We believe the accounting policies that are the most critical to our financial statements, and that are subject
to the most judgment, are those relating to title loss reserves, premium revenue recognition and recoverability of long-lived assets, such as
goodwill and title plants. See Note 1 to the consolidated financial statements for details.

RESULTS OF OPERATICNS
A comparison of the results of operations of the Company for 2001 with 2000 and 2000 with 1999 follows.

Operating environment.  According to published industry data, interest rates for 30-year fixed mortgages, excluding points, for the year
2001 averaged 7.0% as compared to 8.1% in 2000. Rates averaged 7.4% in 1999.

The rates in the first half of 1999 were rather steady at slightly above or below the 7% mark. In June, they began a decided move
upward. At yearend 1999, rates were just over 8%. In 2000, the upward trend continued, with rates reaching a peak of 8.5% in May. Rates
then declined for seven consecutive months. In 2001, rates held steady at close to 7% for most of the vear.

Operating in these mortgage interest rate environments and in good general economies, real estate activity was strong in 2001 and
weak in 2000. Nationwide, refinancing transactions increased significantly in 2001. The ratio of refinancings to total loan applications was
56.0% for 2001, 20.0% for 2000 and 30.6% for 1999. Existing home sales increased 2.7% in 2001 over 2000, while decreasing 1.8% in 2000
from 1999.

Title revenues.  Cur revenues from premiums, fees and other revenues increased 37.2% in 2001 over 2000 while decreasing 13.1% in
2000 from 1999.

Revenues from direct business increased 41.8% in 2001 while decreasing 0.3% in 2000. The number of direct closings we handled
increased 55.7% in 2001 while decreasing 7.4% in 2000. The average revenue per closing decreased 9.2% in 2001 due to the large number
of refinancings with their lower premiums but increased 9.0% in 2000 because of higher home prices, increased commercial transactions
and fewer refinancings as compared to 1999. There were no major revenue rate changes in 2001, 2000 or 1999.

Premiumms from agents increased 33.8% to $661.9 million in 2001 while decreasing 20.6% to $494.6 million in 2000 from $623.3 mil-
lion in 1999. The increase in 2001 was primarily due to the increase in refinancings and regular transactions. The largest increases were in
California, Florida, Pennsylvania and New York. The decrease in 2000 resulted primarily from declining refinancings and regular transac-
tions handled by agents nationwide. While premiums in nearly all states declined in 2000, the largest decreases were in California, Utah,
Florida and Oregon.

Other revenues in 2000 included $1.6 million in losses in an equity investee startup operation. In 1999 other revenues included a $1.3
million pretax gain resulting from a settlement of a lawsuit and a related sale of an equity ownership in 4 title agency.

2001 Annual Report 19




Title revenues by state. The approximate amounts and percentages of consolidated title revenues for the last three years were:

Amounts ($ millions) Percentages

2001 2000 1999 2001 2000 1999

CalifOrNIA . .....ovocveeeviciceee et e 194 111 158 16 13 16

TEXAS.......ovvoerieeeieeiesioeesees ettt 190 176 167 16 20 17
FLOLIA ..cvvcv e e s 88 60 73
NEW YOTK ..o.vvoveiiiiiseenee ettt 78 67 73

ALLOTNEES oot 635 450 523 54 52 53

1,185 864 994 160 100 100

REI revenues. Real estate information revenues were $65.9 million in 2001, $52.5 million in 2000 and $59.0 million in 1999. The
increase in 2001 resulted primarily from providing an increased number of post-closing services, flood determinations and electronic
mortgage documents resulting from the large volume of real estate transactions. The decrease in 2000 resulted primarily from
decreased real estate transactions and fewer ongoing mapping and title plant projects.

Investments. Investment income increased 4.3% in 2001 primarily because of increases in average balances invested, offset by lower
yields. Investment income increased 4.6% in 2000 primarily because of an increase in vields. Investment gains in 2001, 2000 and 1999
were realized as part of the ongoing management of the investment portfolio for the purpose of improving performance.

Agent retention.  The amounts retained by agents, as a percentage of premiums from agents, were 81.5%, 81.2% and 80.9% in the
years 2001, 2000 and 1999, respectively. Amounts retained by titie agents are based on contracts between agents and our title under-
writers. The percentage that amounts retained by agents bears to agent revenues may vary from year to year because of the
geographical mix of agent operations and the volume of title revenues.

Selected cost ratios (by segment). The following table shows employee costs and other operating expenses as a percentage of related
title and real estate information operating revenues for the last three years.

Employee costs (%) Other operating (%)
2001 2000 1999 2001 2000 1999
THEE 1.t 27.5 29.7 25.1 16.0 18.3 15.4
REL...cvtictciete ettt ettt sttt et 59.3 68.8 57.5 19.1 28.4 26.9

These two categories of expenses are discussed below.

Employee costs. Employee costs for the combined business segments increased 25.1% in 2001 and 3.3% in 2000. The number of per-
sons we employed at December 31, 2001, 2000 and 1999 was approximately 6,900, 5,600 and 5,800, respectively. The increase in staff
in 2001 was primarily due to increased title and REI volume and acquisitions of new offices. The decrease in staff in 2000 was primarily
the result of reductions in existing operations in response to decreased volume. The reductions were offset partially by acquisitions
and expansion in national marketing and technology operations.

In the REI segment, employee costs increased in 2001 and 2000 primarily due to a shift in focus to provide more post-closing
services to lenders. These services are considerably more labor intensive.

Other operating expenses. Other operating expenses for the combined business segments increased 16.9% in 2001 and 2.4% in 2000.
The overall increase in other operating expenses for the combined business segments in 2001 was in new offices, search fees, premi-
um taxes and rent. In 2000, the increase was in new offices, rent, search fees and provisions for regulatory actions brought against the
Company. These were offset partially by reductions in premium taxes and certain REI expenses in response to volume decreases.

Other operating expenses also include business promotion, title plant expenses, telephone, supplies and policy forims. Most of
these expenses follow, to varying degrees, the changes in transaction volume and revenues.

Our labor and certain other operating costs are sensitive to inflation. To the extent inflation causes increases in the prices of homes and
other real estate, premium revenues are also increased. Premiums are determined in part by the insured values of the transactions we handle.
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Title losses. Provisions for title losses, as a percentage of title premiums, fees and other revenues, were 4.3%, 4.5% and 4.4% in 2001,
2000 and 1999, respectively. The continued improvement in industry trends in claims and increases in refinancing transactions, which
generally result in Jower loss exposure, have led to lower loss ratios in recent years.

Income taxes. The provision for federal, state and foreign income taxes represented effective tax rates of 39.6%, 47.1% and 39.0% in
2001, 2000 and 1999, respectively. The 2000 effective rate was higher primarily due to state income taxes, which were proportionately
higher in relation to taxable income.

Liquidity and capital resources. In 2001, 2000 and 1999 we financed a portion of the purchase price of certain acquisitions through the
issuance of $3.2 million, $4.9 million and $7.4 million, respectively, of our common stock. Acquisitions during 2001, 2000 and 1999
resulted in additions to our goodwill of $19.3 million, $7.5 million and $8.8 million, respectively.

We filed a registration statement with the Securities and Exchange Commission in March 2001 to sell from time to time up to $75 mil-
lion of common stock. In August we issued 2.5 million shares at $19 per share resulting in net proceeds of $44.5 million, which are being
used for acquisitions and to pay down bank debt.

Cash provided by operations was $108.2 million, $31.9 million and $57.9 million in 2001, 2000 and 1999, respectively. Internaily gen-
erated cash flow has been the primary source of financing for additions to property and equipment, expanding operations and other
requirements. This source may be supplemented by bank borrowings. We do not have any material source of liquidity and financing that
involves off-balance sheet arrangements.

A substantial majority of consolidated cash and investments is held by Stewart Title Guaranty Company (Guaranty) and its subsidiaries.
Cash transfers between Guaranty and its subsidiaries and the Company are subject to certain legal restrictions. See Notes 3 and 4 to the
consolidated financial statements.

Our liquidity, excluding Guaranty and its subsidiaries, is comprised of cash and investments aggregating $18.0 million and short-term
liabilities of $1.0 million at December 31, 2001. We know of no commitments or uncertainties that are likely to materially affect our abili-
ty to fund cash needs.

We consider our capital resources, represented primarily by long-term debt of $7.0 million and stockholders’ equity of $394.5 million
at December 31, 2001, to be adequate.

INDEPENDENT AUDITORS’ REPORT

To the Stockholders and Board of Directors of Stewart Information Services Corporation

We have audited the accompanying consolidated balance sheets of Stewart Information Services Corporation and subsidiaries as of
December 31, 2001 and 2000 and the related consolidated statements of earnings, retained earnings and comprehensive earnings and
cash flows for each of the years in the three-year period ended December 31, 2001. These consolidated financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these consolidated financial statements
based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those stan-
dards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test hasis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by managernent, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position
of Stewart Information Services Corporation and subsidiaries as of December 31, 2001 and 2000, and the results of their operations
and their cash flows for each of the years in the three-year period ended December 31, 2001 in conformity with accounting princi-
ples generally accepted in the United States of America.

KPMG LLP
Houston, Texas
February 13, 2002
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CONSCLIDATED STATEMENTS OF EARNINGS, RETAINED EARNINGS AND COMPREHENSIVE EARNINGS

Years ended December 31 2001 2000 1999
($000 Omitted)
Revenues
Title premiums, fees and OthEr TEVEMUES..............co.cveviiveerienecercisies et 1,185,455 863,892 993,685
Real €State iNfOTIMAtION SETVICES ..v.viveeeereiereeereeeseeeeeeer e eeeesereeesreeseeseeaeseseeeensteesereearesrensinees 65,852 52,463 59,039
IOVESUNENT IICOMIE ..ottt ettt sttt ena et es e s 19,922 19,107 18,264
INVESTMENT GRS - TIEL ..voviiiiiiietete ettt ettt eb ettt sttt b bbb s em et es e st s 356 23 266
1,271,585 935,485 1,071,254
Expenses
AMOUNTS TEIANEA DY AEENTS ..ottt 539,369 401,761 504,201
EMIPIOYEE COSLS ....vvuvivtaceirriisene sttt esie ettt b e ettt 365,562 292,276 283,073
ONET OPEIALING .......oovvoveeee ettt e et es s 202,342 173,038 168,975
Title 1osses and related CIAMS. ..........c...ooiviiiee ettt es st ies s 51,454 38,999 44,187
DIEPTECIATION ..ottt sttt b ettt ettt eb ettt e et s st s s 19,637 19,144 16,402
GOOAWILL ... ettt ettt et e ee e n et et et e st ee e e n e aneer e en s s eeanees 3,011 1,807 1,666
FIIEEEESE ..o eveeceevee oottt b bbbt b et ettt st ettt ee e 2,216 2,266 1,298
MINOTIEY TEETESTS ...vvevvesivi vttt b e bttt en ettt et et n s bes s ebe s e resnserns 7.414 5,048 4,887
) 1,191,005 934,339 1,024,689
Barnings DEIOTE TAXES. .......c.ovovvreeeeeeireeeee ettt ettt s et n ettt nes 80,580 1,146 46,565
TMICOIMIE TAKES ..ottt ettt e et st e ettt en e et ate st st s e s ae st ne e ee e s s anenese s tannenes 31,894 540 18,143
INEL CATTHNES .. vevevsevaretaressres s et seesisessas s bbbt bs b ees b aeb e it es s b bbb sttt R bn et et se b 48,686 606 28,422
Retained earnings at BEGINNING Of YEAT ......c.co.vveveviireeeeeveceeeee sttt 210,060 209,454 190,363
Cash dividends on Common Stock ($.16 per share in 1999) .....ccooovviveeiieieiiee e — — (2,158)
SEOCK IVIAENA .......oceiviiivie e ettt st — — (7,173)
Retained €arnings at € Of VEAT .........co.cooiiiiiriiiie ettt 258,746 210,060 209,454
Average number of shares outstanding - assuming dilution (800 omitted) ..........cocccoeevivercinnnnns 16,348 14,980 14,606
Earnings Per Share - BASIC .......cooviuiiiiiiciee ettt 3.01 04 1.96
Earnings per share - dilIted ..o 298 04 1.95
Comprehensive earnings:
INEE EATTIINES. .1.ceveeeve e teest ettt b nae st ss et et etenes et st e e st b s m e se st et ses et s s e s bbbt e s st seses s 48 686 606 28,422
Changes in other comprehensive earnings, net of taxes
Of §1,158, 2,985 and (55,260) . ..o vttt s 2,151 5,528 (9,850)
COMPTENENSIVE CATTUILZS ... evvvereeiaienrrsisceetetere et ettt seesst et ss et s s ettt ere et bt ee st es st 50,837 6,134 18,572

See notes to consolidated financial statements.
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CONSOLIDATED BALANCE SHEETS

December 31 2001 2000
($000 Omitted)
Assets
Cash and CASH @QUIVAIEIILS..............ov.vrvearrieesi ettt sttt 60,706 36,505
SNOTT-LEIM ANVESIINENES .........oeoe oottt s e st ent st bt eesen e s s enses s ns s en st se s ines 56,267 52,971
Investments in debt and equity securities, at market:
SLALULOTY TESEIVE FUNGS ....vvvvvivvesiiseveiese ettt ba st bs bbbt st et 239,084 206,150
OURBE ...t ettt e s et er st s bt et r ettt et et b a e 86,046 52,242
325,130 258,392
Receivables:
INOUES ...ttt ettt ettt e et e et a et e 1 et e ae s bb et e s be st e b e e sabee b et b ebseae e b ateeaa b eseena e b entebaate e e eaaesaar een 8,923 17,184
PLEMUIUMS FTOM AZEIMES ...ovovvvivveieseneorssereeesiseesesesees et sesessnes st seeessaessessresanescesssressansrcsesssensassessrssssnees 17,738 16,590
DT ...ttt ettt et ettt ne 30,039 28,392
Less allowance for UnCOLECtiDIE AMOUNES..............o.orvveeveereeeereeoseeeerisseeeseeeeseeeeseeseresresesosseessaessostessesonresons (4,664) 5,127
52,036 57,039
Property and equipment, at cost:
LANA Lottt ettt s b et s b ebe ekt s e b e bR ea b er e bt een b et et es et ebees bt eanresaeraeten 2,402 2,172
BUIIANES ...ttt ettt et s s e st bttt st 7,823 7,779
FUrniture a0d @QUIPIMIENT ..................ovveivererssiss e st e 146,108 133,288
Less accumulated depreciation and aMOTtZALION. ............oc.vvircoreencrnceresesecenseseress e esseeces (107,561) (97,780)
48,772 45,459
THELE PIAIIES, AL COSL....vvoivetiteit ettt et bkt e s st et b ene s 37,715 32,491
Real estate, at lower of cost Of Nt realzable VAIUC..........ooovoiviveveeeeie ittt 4,126 2,196
| Investments in investees, 0n an €QUILY DASIS ..ot 12,158 11,780
E Goodwill, less accumulated amortization of $13,479 and $10,468 .............ccoueeeieeeireviereeeeeersees s 52,971 36,693
’ DEfErTE IMCOME TAXES ...t ee ettt st er s s et nea et e st seesaseeeseseesenessrasenes 4,288 7,352
DT ASSEES. ..ottt s st e s ees st eeser e e et e e entoneeeseree st s et et on e et s s esserat et een e s e stoneeraerners 23,694 22,570

677,863 563,448

Liabilities
Notes payable, including $6,966 and $15,439 10NG-LEIM POLHON .......c.ovvvvrirncrrierricirereienrssesseesseseneens 13,794 32,543
Accounts payable and accrued HADIHHES . ...........ovvriiivirceir e et 57,752 38,617
ESHMALEA TIE JOSSES..........ovviveeeieceieeieiee ettt et bas bbbttt bbbt ettt b s nan s 202,544 190,298
IVENOTILY T0ETESIS ... vvvoevvsovas s ssssse st st 9,233 6,901
Contingent liabilities and commitments
Stockholders’ equity
Common - $1 par, authorized 30,000,000, issued and outstanding 16,751,240 and 14,001,645 ................. 16,868 14,118
Class B Common - $1 par, authorized 1,500,000, issued and outstanding 1,050,012 ........cccconnorcmmcrrnnnnns 1,050 1,050
AQAItional PAIA-N CAPIAL .......c.ovevrrieeiiie e st ase sttt 115,239 69,375
RETANEA CAMTUIES ......vvocvet ettt et ens s s et et sa s s s csna s st ts bt et essnns 258,746 210,060
Accumulated other comprehensive earnings:
Unrealized MVESHIIEIL GAIMS .........ov.vvveevereeseiserersisesise s erssesssessseesssessesses sbses s enssesstesssssssstansses e ssseseeseeans 3,843 1,888
Foreign currency translation adjuStments ...t 306 110
Treasury stock - 116,900 COMMON ShATES, A COSL...........oivrrrrrierireeiseitiecsencseeses st ses sees s ssre s sessssncs (1,512) (1,512)
Total stockholders’ equity ($22.16 and $19.61 PEr SHATE)............ccovvevriiriiciieiirecesns s s sreans 394,540 295,089

677,863 563,448

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended December 31 2001 2000 1999
($000 Omitted)
Cash provided by operating activities (INOTE) ............coovireeriirienrieniire et esstse s ese e 108,186 31,913 57,875
Investing activities:
Purchases of property and equipment, title plants and real €State - NEt.......coovvcevirveervevirncncrennes (23,452) (19,191)  (25,307)
Proceeds from investments matured and SOId............ccoo.oviviveeeieiieece e 70,074 87,325 46,536
PUIChaSES O MVESTIMICIILS ........vveeiviivesiie s eteveseeecr et esae et sae e st s s sssere st st senssseseeearasnneenas (135,579  (80,550) (81,713)
INCIEASES I MOLES TECEIVADIC ... ..ot ere st eeesv sttt a sttt eresbie et (3,208)  (10,535) (6,118)
Collections 0n NOES TECEIVADIE. ..ottt ettt 11531 1,733 5,826
Proceeds from sale of equIty INVESTMENT - BT .....co.oovvimieirecrecnmiasiereneieeeieecrecser s seeereecesscnnas - — 6,009
Cash paid fOr QUILY INVESLEES ...........vveveierireeeeeiieceeeeseiesie st s st sases s e bt et ers e — 6,863 (1,783)
Cash paid for acquisitions of subsidiaries - NEL (SE€ DEIOW) ......ccovvivevvrieeivercererrs s (13,016) 9,475) (5,243)
Cash used DY INVESHNG ACHVILIES ...........ocivvevveiveeieirci ettt es st s saess bt erssenssneeres (93,650) (37,556) (61,793)
Financing activities:
DIVIAENAS PRI ...t bbb st — — (2,158)
PUrchases Of trEASUIY SEOCK ........cocvvreierieee sttt sttt bt s — (1,512) —
Distributions t0 MUNOTILY HILETESES ...........ovvevrverriieereeeeeeeeseesenes s recesseessesse ettt st ssessesseesans (5,926) 4,819 407D
Proceeds from exercise Of StOCK OPLOMS ..........oveeriiecnieie et e snes s nees 337 19 65
Proceeds from stock offering - et ..........oecoveivenvinccieevivecnnns ST OO 44,509 — —
Proceeds Of NOLES PAVADLE ..........cc.ooiveiriieeiee ettt e 6,597 16,856 10,056
Payments on ROES PAYADIE ... e et (35,852) (5,829 (7,429)
Cash provided (used) by finanCiNg ACHVILIES................oovivreriirecieeriss e 9,665 4,720 (3,537)
Increase (decrease) in cash and €ash QUIVAIENLS ...........cccooovveeiiiieieecc e 24,201 (923) (7,455)

Note: Reconciliation of net earnings to the above amounts

INEE CATTHNGS ....vv.vco oo evieseesaeeseessenae e bs et ss s et s st e s s s b s ssensses s s e ss s n s s ensasesensanssrsans 48,686 606 28,422
Add (deduct):
Depreciation a0d AMOTHZATON ...........oriieee et csseesensess st s et sssnssessessseess s ebserasst s bense s 22,648 20,951 18,068
Provisions for title 1055eS in €XCESS Of PAYMENLS .........ccurmmirririeriercniireienieneanseses et b sneenees 11,483 6,511 11,474
(Increase) decrease i FECEIVADIES - MIEL.............ovceeenrereiriiiie et res ettt esevcte st b teaeserenssenss (1,660) 576 1,291)
Increase (decrease) in payables and accrued labilities - DET ..o, 18,450 (3,138) (3,039
MINOTILY INLETESE EXPEIISE ......co.vv.vvrreeeiasesseras s ieesssssserssssseessesssssssaaebs s sss s o snsaressssensssssesssnbrsssebsrssssons 7,414 5,048 4,887
Equity in net (€arnings) 10SSES OF IIVESTEES...............oovwueerersroereesrerssesrseaseesssssssssssssssesssessosessssmensesesnseees (1,345) 596 (1,072
Dividends received from QUILY IVESIEES .. ........corrmmmririieineiieicerceesseesanesrs e ssescsssesee s et nsesnsssnsenans 2,275 1,132 1,198
OUNET - TIEL .ottt ts s e s e bbb e b et e s st et e et 235 (369) 772
Cash provided DY OPerating QCHVILIES .............ccvvurvvereeeiresiiseerse s sss e ssssessssessssssssnsstsesssesssresasessnsessncs 108,186 31,913 57.875
Supplemental information:
ICOME LAXES PAIA .......ovoeeeeecereeese ettt rae st e s s seasns s s es st es e eneassarsese s 14,615 528 16,018
INEETESE PAIA .......ooovveeecesveesiises s ettt s as s s sttt sa et e 1,649 1,687 1,187
Net assets acquired (purchase method):
GOOAWILL.......oeiii ettt en s ee s b s p et ets et b ar s st et aasestatonsnabenas 19,312 7,528 8,805
THHE PLANES ... ettt st ees bbbt b s bt as st 5,056 5,239 354
OUNET oottt a bbbt bt a st s e bbb se et e et et en s s R s b b st bsens 4,830 3,645 4,612
Liabiliti€S ASSUMIEA ...vv.vevie ettt et s v ettt rae e sb et r e e b b e s sttt e ansen b e s et et e b ea s abe s sb s st et sae e ns (12,962) (2,000) (1,169
COMMON STOCK ISSTEA. ........cvverevr et ereeee oo e ceeas st sn s e st en s as ettt anaat s se st eatan e s st sessassaens (3,220) (4,937) (7,359)
Cash Paid fOr ACQUISTHONS ...cvuurvir et ettt sttt et es 13,016 9,475 5,243

See notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Three years ended December 31, 2001)

NOTE 1

General. Stewart Information Services Corporation,
through its subsidiaries (collectively, the Company), is pri-
marily engaged in the title insurance business. The
Company also provides real estate information services. The
Company operates through a network of direct and agent
offices throughout the United States. Approximately 32 per-
cent of consolidated title revenues are generated in Texas
and California. The operations in the international markets
in which the Company does business are insignificant to
consolidated results.

A. Management responsibility. The accompanying financial
statements were prepared by management, which is respon-
sible for their integrity and objectivity. The statements have
been prepared in conformity with accounting principles
generally accepted in the United States of America (GAAP),
including management’s best judgments and estimates.
Actual results could differ from estimates.

B. New accounting pronouncements. In accordance with
FAS 141 “Business Combinations”, the Company has used
the purchase method of accounting for business combina-
tions after June 30, 2001. The effect on the Company’s con-
solidated financial position or results of operations was
immaterial.

The Company will adopt FAS 142 “Goodwill and Other
Intangible Assets” effective January 1, 2002, as required, and
will no longer amortize goodwill. Instead, goodwill will be
reviewed no less than annually and amounts determined to
be impaired will be expensed to current operations. The
Company has not fully determined the impact this will have
on its consolidated financial position or results of operations.

C. Reclassifications. Certain prior year amounts in the con-
solidated financial statements have been reclassified for
comparative purposes. Net earnings, as previously reported,
were not affected.

D. Consolidation. The consolidated financial statements
include all subsidiaries in which the Company owns more
than 50% voting rights in electing directors. Unconsolidated
investees, owned 20% through 50%, and over which the
Company exercises significant influence, are accounted for
by the equity method. All significant intercompany accounts
and transactions are eliminated and provisions are made for
minosity interests.

E. Statutory accounting. Stewart Title Guaranty Company
(Guaranty) and other title insurance underwriters owned by
the Company prepare financial statements in accordance

with statutory accounting practices prescribed or permitted
by regulatory authorities.

In restating to GAAP, statutory premium reserve and
reserve for reported title losses are eliminated and, in substitu-
tion, amounts are established for estimated title losses (se¢
below). The net effect, after providing for certain deferred
income taxes, is included in consolidated retained earnings. In
calculating the amount owed on federal income tax returns,
the statutory premium reserve and reserve for reported title
losses must be discounted to their present values.

F Revenue recognition. Operating revenues from direct
title operations are considered earned at the time of the
closing of the related real estate transactions. Premiums on
title insurance policies written by agents are recognized pri-
marily when policies are reported to the Company. The
Company also accrues for unreported policies where rea-
sonable estimates can be made based on historical reporting
patterns of agents, current trends and known information
about agents.

Revenues from real estate information are considered
earned at the time the service is performed or the work
product is delivered to the customer.

G. Title losses and related claims. Estimating future title loss
payments is difficult because of the complex nature of title
claims, the long periods of time over which claims are paid,
significantly varying dollar amounts of individual claims and
other factors.

The Company’s liability for estimated title losses compris-
es both known claims and other losses expected to be
reported in the future. The amount of the reserve represents
the aggregate future payments, net of recoveries, that the
Company expects to incur on policy losses and in costs to
settle claims. Provisions are charged to income in the same
year the related premium revenues are recognized. The
amounts provided are based on reported claims, historicai
loss experience, title industry averages, current legal envi-
ronment and types of policies written.

Amounts shown as the Company’s estimated liability for
future loss payments are continually reviewed for reason-
ableness and adjusted as appropriate. Independent actuaries
also review the adequacy of the liability amounts on an
annual basis. In accordance with industry practice, the
amounts have not been discounted to their present values.

H. Income taxes. Deferred tax assets and liabilities are rec-
ognized for future tax consequences attributable to differ-
ences between the tax bases and the book carrying values
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for certain assets and liabilities. Valuation allowances are
provided as may be appropriate. Enacted tax rates are used
in calculating amounts.

L. Cash equivalents. Cash equivalents are highly liquid
investments that are convertible to cash or mature on a daily
basis as part of the Company’s management of day-to-day
operating cash.

J. Short-term investments. Short-term investments comprise
time deposits with banks and savings and loan asscciations,
federal government obligations, money market accounts and
other investments maturing in less than one year.

K. Investments. The Company has classified its investment
portfolio as available-for-sale. Realized gains and losses on
sales of investments are determined using the specific iden-
tification method. Net unrealized gains and losses on securi-
ties, net of applicable deferred taxes, are included in stock-
holders’ equity. Any other than temporary declines in fair
values of securities are charged to eamings.

L. Property and equipment. Depreciation is computed
principally using the straight-line method at the following
rates: buildings - 30 to 40 vears and furniture and equip-
ment - 3 to 10 years. Maintenance and repairs are expensed
as incurred while improvements are capitalized. Gains and
losses are recognized at disposal.

M. Title plants. Tide plants include compilations of a coun-
ty’s official land records, prior examination files, copies of
prior title policies, maps and related materials that are geo-
graphically indexed to a specific property. The costs of
acquiring existing title plants and creating new ones, prior
to the time such plants are placed in operation, are capital-
ized. Such costs are not amortized because there is no indi-
cation of any loss of value. The costs of maintaining and
operating title plants are expensed as incurred. Gains and
losses on sales of copies of title plants or interests in title
plants are recognized at the time of sale.

N. Goodwill. Goodwill is the excess of the purchase price
over the fair value of net assets of subsidiaries acquired.
Prior to January 1, 2002, goodwill was amortized using the
straight-line method by charges to earnings generally over
20 to 40 years. Effective January 1, 2002, goodwill will not
be amortized but will be reviewed and, if determined to be
impaired, will be expensed to current operations. Goodwill
impairment charges were $703,000 in 2001. There were no
such charges in 2000 and 1999. See Note 1B.

0. Other acquired intangibles. The Company does not
have any significant intangible assets, other than title plants
and goodwill.
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P Longlived assets. The Company reviews the carrying val-
ues of goodwill, title plants and other long-lived assets if cer-
tain events occur that may indicate impairment. Goodwill is
reviewed no less than annually. Impairment is indicated
when projecied undiscounted cash flows over the estimat-
ed life of the assets are less than carrying values. If impair-
ment is determined by management, the book amounts are
written down to fair value by calculating the discounted
value of projected cash flows. See Note 1B.

Q. Fair values. The fair values of financial instruments,
including cash and cash equivalents, short-term investments,
notes receivable, notes payable and accounts payable, are
determined by reference to various market data and other
valuation techniques, as appropriate. The fair values of these
financial instruments approximate their carrying values.
Investments in debt and equity securities are carried at their
fair values.

R. Derivatives and hedging. The Company does not
invest in hedging or derivative instruments, Accordingly,
FAS 133 “Accounting for Derivative Instruments and
Hedging Activities”, which was effective January 1, 2001
for the Company, had no impact on the consolidated
financial statements.

NOTE 2

Income taxes. The following reconciles federal income
taxes computed at the statutory rate with income taxes
as reported.

2001 2000 1999

($000 Omitted)
Expected income taxes at 35%......... 28,203 401 16,298
State inCOME tAXES .........oevverrecernen. 1,976 223 1,235
Foreign taxes, net of credits ............. 528 —_ —
Tax effect of permanent differences:
Tax-eXempt interest ........coervveenn. (1,966) (1,909 (195D
Meals and entertainment............. 1,079 742 615
GoodWill...........oooveenrin, 933 457 519
Equity (earnings) losses............... @70 208 G375
Minority interests ...........coewen.. 2595 1,767 1,710
Non-axable income................... (1,439 (1,040 (469
(071175 S 1< OO 451 (305) 561
INCOME CAKES ..., 31,894 540 18,14§
Effective income tax rate (%)............ 39.6 471 390




Deferred income taxes at December 31, 2001 and 2000
were as follows:

2001 2000
~ (8000 Omitted)
Deferred tax assets:
Book over tax title loss provisions — 2498
Accruals not currently deductible 874 939
Net operating loss carryforwards................... 483 833
Allowance for uncollectible amounts. ............ 891 1,001
Book over tax depreciation ..............ccenee. 3,526 2,034
Investments in partnerships............cccewernn. 905 706
Foreign tax credit carryforward ...........c......... 1,609 —
Other ..o e 1804 1922
10,092 9933
Less valuation allowance ..........cc.coccovvvnnnnn. (608) (1,008)
9484 8925
Deferred tax liabilities:
Tax over book title loss provisions ............... (2,411) —
Unrealized gains on investments.................... 2,069 (1,017
OtNET ..ot 716)  (556)
G196 (1,573)

Net deferred income taxes.........ccoovvvvceevreveennns 4288 7352

The Company’s foreign tax credit carryforward expires
in 2006. The valuation allowance relates to certain net
operating loss carryforwards and other deferred tax assets.
Management believes it is more likely than not that future
earnings will be sufficient to permit the Company to realize
net deferred income taxes.

Deferred tax expense was $2,012,000, $2,041,000 and
$3,524,600 in 2001, 2600 and 1999, respectively.

NOTE 3

Restrictions on cash and investments. The statutory
reserve funds included in the accompanying financial state-
ments are maintained to comply with legal requirements for
statutory premium reserves and state deposits. These funds
are not available for any other purpose.

A substantial majority of investments and cash at each
year end was held by the Company’s title insurer sub-
sidiaries. Generally, the types of investments a title insurer
can make are subject to legal restrictions. Furthermore, the
transfer of funds by a title insurer to its parent or subsidiary
operations, as well as other related party transactions, are
restricted by law and generally require the approval of state
insurance authorities.

NOTE 4

Dividend restrictions. Substantially all of the consolidat-
ed retained earnings at each year end was represented by
Guaranty, which owns directly or indirectly substantially

all of the subsidiaries included in the consolidation.

Guaranty cannot pay a dividend in excess of certain lim-
its without the approval of the Texas Insurance
Commissioner. The maximum dividend which can be paid
without such approval in 2002 is $48,616,000. Guaranty
paid dividends of $1,390,000, $90,000 and $13,090,000 in
2001, 2000 and 1999, respectively.

Dividends from Guaranty were also voluntarily restricted
primarily to maintain statutory surplus and liquidity at com-
petitive levels. The ability of a title insurer to pay claims can
significantly affect the decision of lenders and other cus-
tomers when buying a policy from a particular insurer.

NOTE5
Investments. The amortized costs and market values of
debt and equity securities at December 31 follow:

2001 2000
Amortized Market Amortized M:}rkﬁt
cost value cost value
($000 Omitted)

Debt securities:
Municipal ........ccocen. 143,374 145,769 132,405 134,894
Mortgage-backed........ 24458 25002 15,657 16,047
US. Government ........ 21,907 22,764 22,056 22,661
Corporate and utilities 119,562 121,122 80,096 78,683
Equity secusities............... 9917 10473 5273 6,107

319,218 325,130 255487 258,392

Gross unrealized gains and losses at December 31 were:

2001 2000
Gains Losses Gains Losses
(3000 Omitted)

Debt securities:
Municipal................... 3,067 672 2,753 264
Mortgage-backed......... 576 32 418 28
US. Government........ 859 2 607 2
Corporate and utilities 2,971 1,411 1427 2,840
Equity securities............... 1,060 504 1,335 501

8533 2621 6540 3,635

Debt securities at December 31, 2001 mature, according
to their contractual terms, as follows (actual maturities may
differ because of call or prepayment rights):
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Amortized Market

cost value

($000 Omitted)
[N ONE YEAr OF €SS .......crvvrrrrercrecernnrecinenes 14,546 14,722
After one year through five years .........c.c...... 108,118 111,334
After five years through ten years................... 89,010 90,527
ARTET tEN YEALS ..o 73,169 73,072
Mortgage-backed securities ............c..cocvevrnnnn 24,458 25,002

309,301 314,657

The Company believes its investment portfolio is diversified
and expects no material loss to result from the failure to perform
by issuers of the debt securities it holds. Investments made by
the Company are not collateralized. The mortgage-backed secur-
ities are insured by agencies of the U.S. Government.

NOTE 6
Investment income. Income from investments and realized
gains and losses for the three years follow:

2001 2000 1999

(5000 Omitted)
Income:
Debt securities.............cocococrvenn 15,614 13,770 12,837
Short-term investments, cash
equivalents and other .......... 4308 5337 5427
19,922 19,107 18,264
Realized gains and losses:
GaINS ... 1,308 823 536
LOSSES ... 952 (800 (270)

356 23 266

The sales of securities resulted in proceeds of $41,694,000 in
2001, $51,066,000 in 2000 and $32,380,000 in 1999.

Expenses assignable to investment income were insignifi-
cant. There were no significant investments at December 31,
2001 that did not produce income during the year.

NOTE 7

Notes payable.
2001 2000
($000 Omitted)

Banks

Primarily unsecured and at LIBOR
plus . 75%, varying payments...........cc...... 7,620 30,146
Other than Danks ..........e.ceenrieverienrnnsernionns 6,174 2,397

13,794 32,543

1.88% at December 31, 2001
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The notes are due $6,828,000 in 2002, $2,834,000 in 2003,
$1,431,000 in 2004, $2,019,000 in 2005, $384,000 in 2006 and
$298,000 subsequent to 2006.

NOTE 8
Estimated title losses. Provisions accrued, payments made and
liability balances for the three vears follow:

2000 2000 1999
($000 Omitted)
190,298 183,787 171,763

Balances at January 1 ........c.occcoveunen.

Provisions ..........ceeeeeovemnrienenn. 51,454 38,999 44,187
PAYIMENLS.........covvvrrrrnricerrrennriron: (39,721 (32,338) (32,628)
Reserve balances acquired.......... 763 - 550
Decrease in salvage ..................... @250  asm €5))

Balances at December 31 ................. 202,544 190,298 183,787

Provisions include amounts related to the current year of
approximately $51,085,000, $38,815,600 and $43,869,000 for
2001, 2000 and 1999, respectively. Payments related to the current
year, including escrow and other loss payments, were approxi-
mately $11,817,000, $8,515,000 and $8,501,600 in 2601, 2000 and
1999, respectively.

NOTE9

Common Stock and Class B Common Stock. Holders of Common
and Class B Common Stock have the same rights, except no cash
dividends may be paid on Class B Common Stock. The two classes
of stock vote separately when electing directors and on any
amendment to the Company’s certificate of incorporation that
affects the two classes unequally.

A provision of the by-laws requires an affirmative vote of at least
two-thirds of the directors to elect officers or to approve any pro-
posal that may come before the directors. This provision cannot be
changed without a majority vote of each class of stock.

Holders of Class B Common Stock may, with no cumulative vot-
ing rights, elect four directors if 1,050,600 or more shares of Class
B Common Stock are outstanding; three directors if between
600,000 and 1,050,000 shares are outstanding; and none if less
than 600,000 shares of Class B Common Stock are outstanding.
Holders of Common Stock, with cumulative voting rights, elect the
balance of the nine directors.

Class B Common Stock may, at any time, be converted by its
shareholders into Common Stock on a sharefor-share basis, but all
of the holders of Class B Common Stock have agreed among them-
selves not to convert their stock prior to January 2605. Such con-
version is mandatory on any transfer (o a person not a lineal
descendant (or spouse, trustee, etc. of such descendant) of William
H. Stewart.




At December 31, 2001 and 2000, there were 145,820 shares
of Common Stock held by a subsidiary of the Company. These
shares are considered retired but may be issued from time to time
in lieu of new shares.

In May 1999 the Company effected a two-for-one stock split
recorded in the form of a stock dividend. All share and per share
data presented in the consolidated financial statements have been
restated for the effects of the stock split.

NOTE 10
Changes in stock, additional paid-in capital and other comprehensive
earnings.

Common and Other
ClassB  Additional compre-
Common  paidin  hensive

Stock capital  earnings
(5000 Omitted)
Balances at December 31, 1998............. 7065 56,695 6,320
Stock dividend ... 7,173 — —
ACQUISIEONS. .. coecerrirereennccavneroone 441 6,918 —
Stock bonuses and other.................. 14 599 -
Exercise of stock options ................ 3 62 —
Tax benefit of stock
options exercised.......ocovoviiiiees — 30 -
Unrealized investment losses ........... — — (9,785
Foreign currency translation............ — - (65)
Balances at December 31, 1999............. 14,696 04,304 (3,530)
ACQUISIEIONS......cvoveeerirn e 430 4,507 —
Stock bonuses and other .................. 41 545 —
Exercise of stock options ................. 1 18 -
Tax benefit of stock
options exercised. ... - 1 —
Unrealized investment gains.... — — 5,544
Foreign currency translation............. - — (16
Balances at December 31, 2000............. 15,168 69,375 1,998
Stock offering..........cccvvvernnce. 2,500 42009 —
ACQUISItIONS........c.ovceveminenes 198 3,022 —
Stock bonuses and other 25 474 —
Exercise of stock options 27 310 —
Tax benefit of stock
OpLONS eXErcised. .....cconererennrecs — 49 —
Unrealized investment gains.............. — —_— 1,955
Foreign currency translation ............ — — 196
Balances at December 31, 2001............. 17918 115,239 4,149

MIncludes $525,000 of Class B Common Stock.

In August 2001 the Company issued 2,500,000 shares
of its Common Stock at a price of $19 per share. The net pro-

ceeds of the offering are being used for acquisitions and to pay
down bank debt.

NOTE 11
Stock options. A summary of the status of the Company’s
fixed stock option plans for the three years follows:

Exercise
Shares prices “*

®
December 31, 1998 ......ccccoovvovoeerierenenan 313,600 10.84
Granted...........coooeeeeerieeeie e 86,800 19.70
BXercised.........oocouvevrecseeeenserenn. (6,500 10.08
Forfeited .........c.ccoveimmireinccinennn,s (1,500) 10.00
December 31, 1999.......coommiccrinririnene 392,400 12.81
Granted......ceeveeevieveeeeieee e 86,100 13.00
EXercised.......ocoovvivrvcieiniri s (1,500) 13.00
Forfeited........coovvereeiivicineinreeernreiinn (6,800) 13.57
December 31, 2000 .......c.c.ovivecennrrnnnens 470,200 12.83
Granted..........cooooevevrireeeereeens 84,100 19.37
Exercised..........ccoommniiieseerceeinn, (27,100) 12.43
Forfeited...........cocovmererrmiesieineeriennens (11,000) 18.81
December 31, 2001 ..o 516,200 13.79

Restated for a two-for-one stock split in May 1999.
@Weighted average

At December 31, 2001, 2000 and 1999 there were 516,200,
470,200 and 380,012 options, respectively, exercisable. The
weighted average fair values of options granted during the years
2001, 2000 and 1999 were $11.53, $7.51 and $8.50, respectively.

The following summarizes information about fixed stock
options outstanding and exercisable at December 31, 2001:

Range of exercise prices ($)
975t0 1697 to
459 13.00 20.22 Total

SHALES cvvvvervrvireererccar e 90,000 183,900 242300 516,200
Remaining contractual

life - years @ ..o 1.0 42 6.5 45
Exercise price ($) v, 459 1106  19.29 13.79
“'Weighted average

The Company applies APB 25 and related Interpretations in
accounting for its plans. Accordingly, no compensation cost is
recognized for its fixed stock option plans. Under FAS 123, com-
pensation cost would be recognized for the fair value of the
employees’ purchase rights, which is estimated using the Black-
Scholes model. The Company assumed a dividend vield of 0%,
an expected life of five to ten years for each option, expected
volatility of 41.6% and risk-free interest rates of between 4.0%
and 6.0% for 2001.
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Had compensation cost for the Company’s plans been deter-
mined consistent with FAS 123, the Company’s net earnings
and earnings per share would have been reduced to the pro
forma amounts indicated below:

2001 2000 1999

(8000 Omitted)
Net earnings:
AS TEPOLTEd oo 48,686 606 28422
Pro forma 186 27,943
Earnings per share:
Net earnings - Basic.......o....co..oomrunn.. 3.01 04 1.96
Net earnings - diluted 298 04 1.95
Pro forma - assuming dilution ......... 294 01 191

NOTE 12

Earnings per share. The Company’s basic earnings per share

was calculated by dividing net earnings by the weighted aver-
age number of shares of Common Stock and Class B Common
Stock outstanding during the reporting period.

To calculate diluted earnings per share, the number of
shares determined above was increased by assuming the
issuance of all dilutive shares during the same reporting
period. The treasury stock method was used in calculating the
additional number of shares. The only potentially dilutive
effect on earnings per share for the Company is related to its
stock option plans.

In calculating the effect of the options and determining
diluted earnings per share, the average number of shares used
in calculating basic earnings per share was increased by
153,000 in 2001, 106,000 in 2000 and 125,000 in 1999.

NOTE 13

Leases. The Company’s expense for leased office space was
$37,181,000 in 2001, $32,667,000 in 2000 and $28,194,000 in
1999, These are noncancelable operating leases expiring over
the next 14 vears, The future minimum lease payments are
summarized as follows (stated in thousands of dollars):

32,677
27,414
19,822
12,483
10,085
64,784

167,265

NOTE 14

Contingent liabilities and lawsuits. The Company is contin-
gently liable for disbursements of escrow funds held by agents
in certain cases where specific insured closing guarantees
have been issued.
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The Company routinely holds funds in segregated escrow
accounts pending the closing of real estate transactions. These
accounts are not included in the consolidated balance sheets.
This resulted in a contingent liability to the Company of
approximately $696,000,000 at December 31, 2001.

The Company is a qualified intermediary in tax-deferred
property exchanges for customers pursuant to Section 1031 of
the Internal Revenue Code. The Company holds the proceeds
from transactions until a qualifying exchange can occur. This
resulted in a contingent Hability to the Company of approxi-
mately $270,000,000 at December 31, 2001.

On December 31, 2601 the Company was contingently
liable for guarantees of indebtedness owed primarily to
banks and others by unconsolidated equity investees in the
amount of 4,979,000 and by other third parties in the amount
of $8,287,000. Management believes adequate provisions
have been made for any losses that may result from these
commitments.

In the normal conduct of its business, the Company is sub-
ject to lawsuits, regulatory investigations and other legal pro-
ceedings that may involve substantial amounts. Such matters
are not predictable with complete assurance. The Company
believes the probable resolution of such contingencies will not
materially affect the financial condition of the Company.

NOTE 15

Reinsurance. As is the industry practice, the Company cedes
risks to other title insurance underwriters. However, the
Company remains liable if the reinsurer should fail to meet its
obligations. The Company also assumes risks from other
underwriters. Payments and recoveries on reinsured losses
were insignificant during the three vears ended December 31,
2001. The total amount of premiums for assumed and ceded
risks was less than one percent of title premiums, fees and
other revenues in each of the last three years.

NOTE 16
Equity in investees. Certain summarized aggregate financial
information for investees follows:

2001 2000 1999

(8000 Omitted)
For the year:
RevenUES........c..covveveveeroerins 51,318 37,757 29,164
Net €arnings........cooe.vvevveerrrenrsone. 3,617 602 3278
As of December 31:
Total ASSELS. .o 25475 19,183
Notes payable 6,823 5820
Stockholders’ equity................... 15,457 10,026




Title premiums earned from policies issued by equity
investees were §7,705,000, $4,969,000 and $5,804,000 in
2001, 2000 and 1999, respectively.

The amount of earnings (losses) from equity investees
was $1,345,000, ($596,000) and $1,072,000 in 2601, 2000
and 1999, respectively. These amounts are included in title
premiums, fees and other revenues in the consolidated
financial statements.

Equity investee goodwill was amortized for the three
years ended December 31, 2001 on a basis similar to other
goodwill. Effective January 1, 2002, under FAS 142, such
goodwill will not be amortized. Equity investments will
continue to be reviewed for impairment. See Note 1B.

NOTE 17

Segment information. The Company’s two reportable seg-
ments are title and real estate information (REI. The seg-
ments significantly influence business to each other
because of the nature of their operations and their com-
mon customers. Both segments serve the real estate and
mortgage industries.

The title segment provides services needed in transfer-
ring the title in a real estate transaction. These services
include searching, examining and closing the title to real
property. This segment of the Company also insures the
condition of the title.

The REI segment primarily provides services related to
real estate transactions through electronic delivery. These
services include title reports, flood determinations, proper-
ty appraisals, mortgage documents, credit reports and tax
services. This segment also provides post-closing services
to lenders, including document retrievals, assignments,
lien releases, recordations, collateral reviews and loan pool
certifications.

In addition, the REI segment provides services related
to Section 1031 tax-deferred exchanges, mapping, and con-
struction and maintenance of title plants for county clerks,
tax assessors and title agencies.

Under the Company’s internal reporting system, most
general corporate expenses are incurred by and charged to
the title segment. Technology operating costs are also
charged to the title segment, except for direct expendi-
tures related to the REI segment. All investment income is
included in the title segment as it is generated primarily
from the investments of the title underwriting operations.

Title REI Total
($000 Omitted)
2001:
Revenues.........ocovecovrvevveecnn, 1,205,733 05,852 1,271,585
Intersegment revenues.......... 2,672 4315 6,987
Depreciation and amortization 18,025 4,623 22,648
Pretax earnings.................... 75,184 5,396 80,580
Identifiable assets ................ 637,328 40,535 677,863
2000:
Revenues...........ccocovvveieneninn, 883,022 52,463 935,485
Intersegment revenues.......... 581 3,661 4,242
Depreciation and amortization 16,283 4,668 20,951
Pretax earnings (losses)...... 5,591 (4,445) 1,146
Identifiable assets .................. 525,045 38,403 563,448
1999:
Revenues......covovvvevciiennnn, 1,012,215 59,039 1,071,254
Intersegment revenues.......... 93 2,738 2,831
Depreciation and amortization 13,911 4,157 18,068
Pretax earnings.................. 43 615 2,950 46,565

“Includes a pretax charge of $1,319,000 resulting from the settlement of
a lawsuit.

NOTE 18
Quarterly financial information (unaudited).

Mar31  June30 Sept30 Dec31

(5000 Omitted, except per share)

Revenues:

2000.c.....omiiiiennnriaas 244301 314,247 338,741 374,296
2000........cciiieeen 208,203 224,670 239,004 263,608
Net earnings (losses):

2001.....ccoriiiernninns 3,073 15,438 13,003 17,172
2000, i, (3354) 1,874 1,758 328

2001 .20 1.00 78 96
2000, (23) 13 A2 02

Compurtations of per share amounts for quarters are
made independently. Therefore, the sum of per share
amounts above may not agree with per share amounts for
the year as a whole,
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STEWART TITLE GUARANTY COMPANY
STEWART TITLE INSURANCE COMPANY
Principal Underwriters of Stewart Information Services Corporation

UNCONSOLIDATED STATUTORY BALANCE SHEETS
From statutory Annual Statements as filed (unaudited)

Stewart Title Stewart Title
December 31, 2001 Guaranty Company Insurance Company
(3000 Omitted)
Admitted assets
BOMAS 11ttt ettt es st ees s es et et er s s st e s eeee st eereter et se s s seen et st s eneseenen 258,647 28,241
Stocks - investments iN AffIHAIES .........ccoverireeeeeeeeee et enee e etenas 173,539 2,293
SEOCKS = OLNET......voceeete et ettt 10,362 -
Cash and shOrt-term IVESIMENTS ............c.coeveieveerereeees et sessenes e seness s 34,177 2,388
THE PLANLS........oeo oottt sas st es sttt 3,963 133
Title insurance premiums and fees receivable..........ccvicvivceiniinnnnccn, 15,263 483
ORET ..ottt et r et er ettt en e 16,493 1,409
512,444 34,947
Liabilities, surplus and other funds
RESEIVE fOF I8 JOSSES ... e r e 31,809 7,867
SEATULOLY PIEMIUIT TESEIVE .........vvoreeiresnssireesssvsiessesseesssisenssnsssssesss st sssesseessssessrantsersos 211,876 10,734
OURCE .ottt ettt ettt n e see e 25,679 1,654
269,364 20,255
Surplus as regards policyholders (NOLE)............cc.orvvreernriinsiereee s 243,080 14,692
512,444 34,947
Consolidated stockholder’s equity (unaudited), based on accounting
principles generally accepted in the United States of America (GAAP),
for Stewart Title Guaranty Company at December 31, 2001 (000 omitted).................. $300,853

Note: The amount shown above for stockholder’s equity exceeds policyholders surplus primarily because under GAAP the statutory premium reserve
and reserve for reported title losses are eliminated and estimated title loss reserves are substituted, net of applicable income taxes.

STEWART TITLE GUARANTY COMPANY
STATUTORY PCLICYHOLDERS SURPLUS GROWTH
(In $ millions) 250

27 consecutive
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